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HIGHLIGHTS

What We Audited and Why

In accordance with HUD Handbook 2000-06, REV- 3, we performed a Corrective
Action Verification review of the actions the Housing Authority of Baltimore City
(Authority) had taken to implement key recommendations cited in Audit Report
2001-PH-1003, issued March 28, 2001. The U.S. Department of Housing and
Urban Development (HUD) Handbook places the responsibility on HUD’s Office
of Inspector General (OIG) to perform selected corrective action verifications of
significant audit recommendations when final actions are completed. The original
audit report contained 11 recommendations, 5 of which we determined were
significant for our review. As of September 22, 2003, final actions on all of our
prior recommendations were determined by HUD to be fully implemented.

! Effective October 1, 2001, the Section 8 Certificate and Voucher Program was changed to the Housing Choice
Voucher Program.
2 The recommendations reviewed during our audit were 1A, 1D, 2A, 3C, and 4A.



Our overall objective was to determine whether the Authority implemented our
key audit recommendations and corrected the deficiencies we identified in our
previous audit report. Based on the Authority’s progress in implementing these
recommendations, we also determined whether it is appropriate to reopen
recommendation 1A. In this recommendation, we recommended that HUD take
appropriate administrative actions against the Authority for not performing
according to the terms of its Consolidated Annual Contributions Contract.

What We Found

The Authority had not yet fully implemented all key OIG recommendations. This
in part resulted because the severity of the problems in the Section 8 Program
required more time to correct than the Authority had originally anticipated. The
Authority was not able to make significant progress until early 2003, after it
implemented its Section 8 management information system. This was more than
2 years from the date we issued our report. However, once the Authority was able
to get its management information system operational, it satisfactorily completed
a number of key recommendations® and substantially improved its program
administration. These recommendations included developing and implementing a
new management information system; maintaining an accurate up-to-date
Housing Assistance Program register; increasing the level of supervision to
provide better quality control oversight; and maintaining Section 8 rosters,
employee training records, and staff assignments. We no longer believe
administrative sanctions need to be imposed on the Authority.

However, the delays the Authority experienced in implementing its management
information system adversely affected its ability to fully implement the other key
recommendations.” We found the Authority had not yet fully developed and
implemented all the financial system controls necessary to ensure its books and
records were maintained in accordance with HUD requirements, adequate
procedures to improve its administration of its Section 8 Program, and procedures
to fully budget and use its available Section 8§ resources. Although HUD had
closed these recommendations, we found the Authority was still developing and
implementing appropriate processes to address and resolve these remaining
issues.

Because of the Authority’s delay in fully implementing our recommendations, it
was not able to effectively and efficiently manage its Section 8 Program to ensure
it fully used its available Section 8 funding from HUD from 2001 through 2004.
For example, for the 3-year period beginning in fiscal year 2001 and ending in
fiscal year 2003, the Authority’s average annual budget utilization rate was only
at the 80 percent level. Further, in fiscal year 2002, HUD recaptured $42 million

? Recommendations 2A, parts 1, 3, and 4, and 4A have been fully implemented.
* Recommendations 1D; 2A, parts 2, 5, and 6; and 3C have not been fully implemented.
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of unused Section 8 funds, and since then, another $38 million of unused Section
8 funds has accrued in the Authority’s program reserve account. At the same
time, the Authority had more than 15,000 individuals on its Section 8 waiting list.
HUD expects a housing authority to use at least 95 percent of its available
funding. We also found the Authority incurred $70,430 of ineligible costs.

What We Recommend

Based on the cited deficiencies, we will reopen the recommendations® that
required corrections in the areas of financial system controls, administration of the
Section 8 Program, and budget administration of its Section 8 resources. We also
recommend that HUD immediately recapture $25.1 million of the $38 million in
the Authority’s reserve account and require the Authority to repay or reimburse
the program for the $70,430 of ineligible expenses we identified from our audit.
Further, if the Authority fully implements the recommendations, we estimate it
could put more than $5.5 million to better use each year by providing eligible
families with housing opportunities.

Also, based on the progress that the Authority has made since April 2003, we
concur that it was appropriate to close out recommendation 1A and not impose
administrative sanctions on the Authority. However, to ensure the Authority
continues to make progress in improving the administration of its Section 8
Program by implementing the remaining recommendations, we recommend that
HUD routinely monitor the Authority’s program operations.

For each recommendation without a management decision, please respond and
provide status reports in accordance with HUD Handbook 2000.06, REV-3.
Please furnish us copies of any correspondence or directives issued because of the
review.

Auditee’s Response

The complete text of the auditee’s response, along with our evaluation of that
response, can be found in Appendix B of this report.

> We are recommending that recommendations 1D; 2A, parts 2, 5, and 6; and 3C be reopened.
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BACKGROUND AND OBJECTIVES

On March 28, 2001, we issued Audit Report 2001-PH-1003 as a result of our audit of the
Housing Authority of Baltimore City’s (Authority) Section 8 Program. Our audit noted four
significant findings in the areas of financial management, program operations, use of program
resources, and management information system. Because of the serious nature of the four
findings, we recommended that HUD take appropriate administrative actions against the
Authority as prescribed in section 15 of the Annual Contribution Contract. We also made
additional recommendations designed to improve management controls and correct deficiencies
in the four areas of financial management, program operations, use of program resources, and
management information system. These recommendations are as follows:

Recommendation 1A - Take appropriate administrative actions as detailed in section 15
of the Annual Contributions Contract for the Section 8 Rental Certificate and Rental
Voucher Program.

Recommendation 1D - Implement financial system controls and procedures to ensure
books and records are maintained according to HUD requirements and year-end reports
are complete and accurate. At a minimum, these procedures should provide for (1)
reconciliation of monthly housing assistance payments to owners and tenants to a master
housing assistance register, (2) accurate calculation of administrative fee revenue, and (3)
supervision to ensure quality control oversight.

Recommendation 2A - Ensure the Authority develops and implements procedures to
improve its operation of the Section 8 Program. The Authority needs to

(1) Maintain a complete and accurate updated housing assistance payments register and
ensure this critical information is entered into HUD’s Multifamily Tenants
Characteristics System.

(2) Maintain tenant files for every unit in its Section 8 Program. A tenant file
maintenance system should be developed, and files should be controlled to ensure
they are not lost or misplaced. Additionally, files should provide supporting
documentation that clearly documents that tenants were recertified according to HUD
requirements.

(3) Maintain Section 8 rosters and staff assignments. This critical information should
facilitate management oversight of the Section 8 Program.

(4) Maintain employee training records and ensure staff is adequately trained in program
requirements and the operation of its management information system when
implemented.



(5) Ensure housing quality standards inspections are performed according to HUD
requirements and units failing inspections are reinspected to ensure cited deficiencies
have been corrected.

(6) Administer its waiting list according to HUD requirements and ensure it bills for
Section 8 portable units appropriately and in a timely manner. Additionally, the
Authority should follow up and collect disputed receivables as appropriate.

e Recommendation 3C - Ensure the Authority implements procedures to fully budget
Section 8 resources provided by HUD and assists as many families as possible. These
procedures should provide for a thorough analysis of the cost of its units under lease and
the need to issue additional vouchers to compensate for anticipated turnover.

e Recommendation 4A - Closely monitor the Authority’s implementation of its
management information system to ensure the Authority (1) meets revised timelines for
system implementation and (2) begins to reconstruct program data to ensure complete
and accurate data entry. If the Authority is unable to meet its revised goals and
demonstrate tangible progress toward the implementation of a functional management
information system, take appropriate administrative action.

As of September 22, 2003, final actions for all the recommendations cited in our report were
determined by HUD to be fully implemented. Once final action has been completed, HUD
Handbook 2000-06, REV- 3, places the responsibility on HUD-OIG to perform selected
corrective action verifications of significant audit recommendations to determine whether the
corrective actions are completed and satisfactorily implemented. Based on this requirement, we
selected the recommendations noted above for review.

Our overall objective was to determine whether the Authority implemented the audit
recommendations and corrected the deficiencies we identified in our previous audit report.
Based on the Authority’s progress in implementing these recommendations, we also determined
whether HUD should reopen recommendation 1A. In this recommendation, we recommended
that HUD take appropriate administrative actions against the Authority for not performing
according to the terms of its Consolidated Annual Contributions Contract with HUD.



RESULTS OF AUDIT

Finding 1: Delays in Fully Implementing the Recommendations
Impaired the Authority’s Ability to Effectively and Efficiently Manage
Its Section 8 Program

Due to the poor condition of the Section 8 Program, it took the Authority longer than it had
anticipated to implement the OIG audit recommendations. In fact, the Authority did not make
significant progress in implementing our recommendations until early 2003, after it implemented
its Section 8 management information system. This was more than 2 years from the date we
issued our report. Once the Authority was able to get its management information system
operational, it was able to satisfactorily complete a number of key recommendations and
substantially improve its program administration. Therefore, we no longer believe
administrative sanctions need to be imposed on the Authority.

However, the delays adversely affected the Authority’s ability to implement the other
recommendations. We found the Authority had not yet developed and implemented adequate
financial controls to ensure its books and records were maintained in accordance with HUD
requirements; adequate procedures to effectively administer its Section 8 tenant recertifications,
housing quality standards inspections, and waiting list; and fully budgeted its Section 8
resources. Although HUD had closed these recommendations, we found the Authority was still
developing and implementing appropriate processes to address and resolve these remaining
issues.

Because of the delays in fully implementing the recommendations, the Authority was not able to
effectively and efficiently manage its Section 8 Program to ensure it fully used its available
Section 8 funding from HUD from 2001 through 2004. For example, for the 3-year period
beginning in fiscal year 2001 and ending in fiscal year 2003, the Authority’s average annual
budget utilization rate was only at the 80 percent level. Further, in fiscal year 2002, HUD
recaptured $42 million of unused Section 8 funds, and since then, another $38 million of unused
Section 8 funds has accrued in the Authority’s program reserve account. At the same time, the
Authority had more than 15,000 individuals on its Section 8 waiting list. HUD expects a housing
authority to use at least 95 percent of its available funding. We also found the Authority incurred
$70,430 of ineligible costs.

The Authority Has Not Yet Fully Implemented All the Financial Controls and
Procedures Needed To Ensure It Accurately Accounts for Its Section 8
Funding



In our prior audit, we identified fundamental weaknesses in the Authority’s overall financial
management of its Section 8 Program®. These included weaknesses in gathering, recording, and
reporting accurate data to HUD; disbursing housing assistance payments to owners accurately
and in a timely manner; and accounting for program receipts and disbursements. To correct
these deficiencies, we recommended the Authority implement a financial system of controls and
procedures to ensure the books and records are maintained according to HUD requirements and
year-end reports submitted to HUD are complete and accurate.

Although we noted the Authority made progress in developing and implementing procedures for
better managing financial aspects of its Section 8 Program, we identified several deficiencies that
still need to be corrected. Administrative revenue is not being calculated correctly because of
inaccurate unit counts, and proper support documentation is not being maintained to ensure year-
end reports submitted to HUD are accurate. In addition, the Authority made a number of
payments that were contrary to HUD requirements and the Authority’s own policy. As a result,
the Authority incurred $70,430 in ineligible expenses. The majority of these deficiencies
occurred because the Authority failed to fully address the prior financial management system
issues discussed in our 2001 report.

Administrative Revenue Was
Not Calculated Correctly

During our review, we noted the Authority had developed and implemented
procedures for calculating administrative revenues. However, it lacks procedures
to ensure that the administrative revenue is adjusted when a tenant moves out of
the program.

In reviewing the March 1, 2004, housing assistance payment register, we selected
the 15 largest deductions made to owners, totaling $55,258, to determine whether
the Authority has implemented procedures for adjusting subsidy payments and
unit count for tenants once they move out. Our review showed that the Authority
appropriately made deductions to recapture the rent overpayments to owners once
it was notified that the tenants had moved out. However, the Authority did not
make adjustments for the total unit count in proportion to the number of months
the owner was overpaid due to the tenants moving out. Thus, the administration
revenue received from HUD for the management of these units was inaccurate.
For 13 of the 15 deductions reviewed, we found these deductions were made
anywhere from 4 to 23 months after the tenant moved out. Overall, we estimate
for these 13 payments, the Authority received $5,630 in excess administrative
revenue.

6 Recommendation 1D from Audit Report 2001-PH-1003



Adequate Documentation Did
Not Always Support Housing
Payments to Owners

During our review of the March 1, 2004, housing assistant payment adjustments
and deductions, we noted the Authority did not maintain documentation
supporting the calculation of the adjustments and deductions made to the owner as
required by HUD. Section 14(a) of the Annual Contributions Contract requires a
housing authority to maintain complete and accurate books of accounts and
records for its program in accordance with HUD requirements to permit a speedy
audit. However, Authority officials stated that they do not keep copies of the
adjustments and deductions worksheet. Instead, the new management
information system has a built-in calculation worksheet to complete the month-
end closing process. However, after the month-end closing procedures are
completed, the prior month calculation worksheet is replaced by a current month
worksheet. The only record available as a backup is the housing assistance
payment and utility allowance payment adjustment file. As a result, we were not
able to verify which housing assistance payment schedule or adjustment rate was
used in calculating the adjustments and deductions. The Authority needs to
maintain a copy of the adjustment and deduction worksheet and keep it in the
tenant files to support its calculation.

Payments Made Contrary to
HUD Requirements and
Authority Policy

Our review showed the Authority made a number of payments contrary to HUD
requirements and its own policy. We found the Authority did not make prompt
housing assistance payments to owners as required, retroactively paid owners for
the period of time the rent was abated due to housing quality standards violations,
retroactively paid owners while tenants were terminated, and overpaid owners
after the tenants moved out.

The Authority Did Not Make Prompt Housing Assistance Payments to
Owners When Due

In our prior review, we noted the Authority did not make timely housing
assistance payments to the owners. During our current review, we noted that this
condition still exists. We reviewed the 25 largest housing assistance payment
adjustments the Authority made to owners during March 1, 2004, totaling
$111,881, to determine if the Authority made timely and accurate housing
assistance payments to owners when due. Of the 25 adjustments reviewed, we
found 10 (40 percent) totaling $38,108 were one-time retroactive adjustments for



housing assistance payments to owners. These payments were made as late as 4
to 31 months after they were due. By making these untimely payments, the
Authority continues to violate HUD requirements.

The Authority Retroactively Paid Owners for the Abated Period and While
Tenants Were Terminated

During our review of the adjustments made to the March 1, 2004, housing
assistance payment register, we found the Authority was retroactively paying
owners for the period rent should have been abated. We reviewed 25 adjustments
totaling $111,881. We found nine adjustments (36 percent) totaling $42,657 were
retroactively paid to owners for the period when a unit did not comply with
housing quality standards. The Authority’s policy calls for owners to not receive
payment when the units they own do not meet housing quality standards. The
policy prohibits retroactive payments to owners for the period even after the unit
is brought up to meet housing quality standards.

We also noted five adjustments (20 percent) totaling $22,143 were retroactively
paid to owners for the period the tenant was terminated from the program to the
time the tenant was subsequently reinstated. These payments are against the
housing assistance payment contract, which only allows housing assistance
payments to the owner while the tenant is residing in a contracted unit. Since
these adjustments appear to be violations of the Authority’s policy and/or the
housing assistance payment contract, we question the entire $64,800 as ineligible.

The Authority Overpaid Owners After the Tenants Moved Out

As in our previous audit, we found the Authority overpaid a number of owners for
tenants that had moved out of their units. We reviewed the 15 largest deductions
the Authority made on the March 1, 2004, housing assistance payment register
that totaled $55,258. We found 13 (87 percent) totaling $43,745 were for a one-
time deduction made to recapture an overpayment made to the owners. This
recapture took place anywhere from 4 to 23 months after the tenant moved out.

The overpayment to owners occurred in part because the Authority was not
performing timely recertification of tenants and conducting unit inspections when
due. If these two actions had been completed in a timely manner, the Authority
likely would have identified the problem much sooner and prevented making the
overpayments. We discuss our concerns with the recertification and inspection
processes in greater detail below.
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The Authority Needs To Further Develop Procedures To Improve Its
Operation of the Section 8 Program

The Authority failed to satisfactorily implement parts of the recommendation covering the
operation of the Section 8 Program’. We found the Authority did not (1) maintain complete
documentation for every tenant that clearly supports tenants were recertified, (2) ensure units
administered under the program were inspected for housing quality standards in a timely manner,
and (3) administer its waiting list in compliance with HUD requirements. However, the
Authority did satisfactorily complete and implement parts of the recommendation. We found the
Authority is now maintaining (1) a housing assistance payment register and has a Multifamily
Tenants Characteristics System reporting rate of 92 percent, which exceeds the minimum 85
percent required by HUD; (2) Section 8 rosters and assignment reports designed to facilitate
management oversight of the Section 8 Program; and (3) employee training records supporting
staff training in program requirements and the operations of its new management information
system. The Authority also adopted a policy of absorbing port-in tenants, which eliminates the
process of billing, following up, and setting up account receivables for the originating authority.

Documentation Supporting
Tenant Recertifications Was
Not Maintained

In our prior audit, we recommended the Authority develop and implement
procedures to ensure it maintained tenant files for every unit in its Section 8
Program. At a minimum, the files should provide supporting documentation that
clearly documents tenants were recertified according to HUD requirements. HUD
requires that at least on an annual basis, the Authority conduct a reexamination of
family income and composition, and document in the tenant file third-party
verification of the reported family annual income. However, we found the
Authority did not satisfactorily complete and implement this recommendation.

We randomly selected 119 tenants from the March 1, 2004, housing assistance
payment register and reviewed the tenant files to determine whether there was a
tenant file for every unit and the files contained proper documentation to show
that the tenants were properly recertified. Although the Authority is now
maintaining files for almost every tenant assisted under the Section 8 Program, we
found the files did not contain adequate documentation to support the annual
recertification was completed. The Authority was able to provide us tenant files
for 118 of the 119 we selected for review. However, for these 118 files, 13 files
(11 percent) did not contain current tenant recertifications, and 69 files (58
percent) did not have initial income or background verifications. As a result, for
the 69 files reviewed, the Authority cannot provide assurance that tenants

" Recommendation 2A, parts 2, 5, and 6 from Audit Report 2001-PH-1003
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currently assisted under the program continued to be eligible for assistance under
the Section 8 Program.

At our exit conference in November 2004, the Acting Program Director stated it
was the Authority’s policy to archive the income and background information
after a tenant had been in the program for more than 3 years. However, during the
audit, the Authority’s staff never informed us of this procedure. Further, since we
provided the Authority our sample in March 2004, it had more than 8 months to
obtain the requested information.

HQS Inspections Were Not
Performed According to HUD
Requirements

In our prior audit, we recommended that the Authority develop and implement
procedures to ensure housing quality standards inspections are properly
performed. In addition, for units failing housing quality standards inspections, the
Authority should ensure they are reinspected to verify cited deficiencies have
been corrected. HUD requires authorities to inspect each unit before the initial
term of the lease, at least annually during the assisted occupancy, and at other
times as needed to determine whether the unit meets the housing quality
standards. However, we found the Authority did not satisfactorily complete and
implement this recommendation.

We randomly selected 119 tenants and reviewed initial and annual inspection
reports for their units to determine whether the Authority ensured the units were
inspected to meet housing quality standards. Of the 119 selected, we found 6
units (5 percent) did not have an initial housing quality standards inspection
completed. Also, we found 53 units (45 percent) had housing quality standards
inspections performed annually; 24 units (20 percent) had current inspections;
however, the inspections were not performed annually; and 42 units (35 percent)
either had overdue inspections or had failed inspections without a proper current
reinspection. During our review, the Authority updated its inspections for 27 of
the 42 units with overdue or failed annual inspections. However, we question the
timeliness of the inspections, which range from 4 to 36 months late. As a result,
there was no assurance that all units assisted and administered under the program
met the housing quality standards required by HUD.

At the exit conference, Authority officials explained that they had implemented a
new system to assist them in monitoring the housing quality standards inspection
process. We found this new system is part of the management information system
that was implemented in April 2003. However, staff at the Authority did not learn
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how to use the module until October 2004. We did not test this component within
the management information system because our fieldwork had already ended.

Waiting List Was Not
Administered According to
HUD Requirements

In our prior audit, we recommended that the Authority develop and implement
procedures to ensure the administration of its waiting list according to HUD and
Authority requirements. HUD requires a housing authority to maintain
information that permits the authority to select participants from the waiting list in
accordance with admission policies. The Authority’s admission policy is to use a
single waiting list for admission to its Section 8 Tenant-Based Assistance
Program. The Authority’s policy also states it will maintain information for each
applicant, such as applicant name, family size, and date and time of application,
that permits proper selection from the waiting list. However, we found HUD
requirements and the Authority’s own policy has not been followed.

To determine whether the Authority maintained applications and ranking sheets to
support tenant selection from the waiting list, we reviewed 118 files the Authority
was able to provide us from 119 tenants we randomly selected. We found the
Authority did not maintain adequate documentation to support its tenant selection
and did not organize the waiting list according to HUD requirements or its own
policy. Thirty-eight files (32 percent) had no application on file, 25 files (21
percent) had applications that were not stamped and dated when received, and 74
files (63 percent) did not have a ranking sheet supporting the tenant selection.

The Acting Program Director explained that many of these items were missing
because the Authority’s policy is to maintain only 3 years of data in a file, while
the rest of the information is archived.

However, when we randomly selected 64 applicants from the March 1, 2004,
waiting list to review, we found the Authority could not provide Section 8
applications for 10 (16 percent) of the applicants. Of the 54 applicant files that
were provided, we found 18 (33 percent) where either not stamped and dated
when received or the date that was stamped on the application was not consistent
with the date listed in the waiting list. Since the Authority could not provide
accurate data for the current waiting list, it continues to demonstrate that it has
problems in administrating its waiting list.
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Weaknesses in the Authority’s Program Administration Continue To Impact
Its Ability To Assist Eligible Families

In our prior audit, we found the Authority was not effectively administering its Section 8
Program to ensure that the program funds were fully used®. Thus, we recommended that the
Authority implement procedures to ensure the Section 8 Program resources are fully budgeted
and used to assist as many families as possible. We also recommended that the Authority
implement procedures to ensure costs of its units under lease are thoroughly analyzed. During
our current review, we found the Authority had not implemented our recommendations fully or
in a timely manner. This impeded the Authority’s ability to fully use its available program
funding. In fiscal year 2002, HUD recaptured $42 million of unused Section 8 funds, and since
then, another $38 million’ of unused Section 8 funds has accrued in the Authority’s program
reserve account. As of June 2004, the Authority had 4,236 vouchers available for use and a
waiting list of more than 15,000 applicants for Section 8 housing.

Program Resources Are Still
Underutilized

To determine whether the Authority had fully used its available Section 8
resources, we reviewed its year-end settlement statements submitted to HUD for
fiscal years 2001 to 2003 and the draft fiscal year 2004 statement. As of June
2004, the Authority had approximately 14,609 total authorized vouchers, with an
average of 10,373 of the vouchers being used, leaving 4,236 available vouchers.
Using these base line units, the Authority is achieving approximately a 71-percent
unit utilization rate.'’ To be a standard performer, HUD expects an authority to
achieve a utilization rate of 95 percent.

By not fully using its available vouchers, the Authority has accumulated an
excessive amount of reserved funds. As a result, in fiscal year 2002 HUD
recaptured approximately $42 million from the Authority’s reserve account.
Further, the Authority’s reserve has continued to increase, and as of June 2004, it
is more than $38 million."" Having a poor leasing rate and excessive funds
available in the reserve account demonstrates that the Authority needs to better
manage its Section 8 Program.

¥ Recommendation 3C from Audit Report 2001-PH-1003

° As of June 30, 2004

' There are two ways utilization rate can be calculated; use of budgeted funds or use of available units. For this
audit’s purposes, we are calculating the utilization rate using the available units method.

" Of this $38 million, $7.4 million has been set aside to pay for court-related decrees, and $5.5 million represents 1
month of housing assistance payment allowable reserve. Thus, $25.1 million remains as available reserves.
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The Authority Was Late in
Developing a Section 8 Leasing

Strategy

When we started our review in early March 2004, we asked the Authority for the
plan that had been implemented to improve its Section 8 utilization. While the
Authority continually stated that there was a plan, it was unable to produce one
until a month after we started our review. When we obtained a copy of the
document in April 2004, it was not dated and appeared to show a more aggressive
strategy starting with fiscal year 2005 and forward. In further review, we found
the leasing schedule showed no attempt at an aggressive voucher issuance until
February 2004, when the Authority planned to issue 200 vouchers. As of June
2004, the Authority had only issued 393 vouchers for its entire fiscal year.

In total, the Authority managed to issue approximately 3,321 additional vouchers
between 2001 and 2004. However, the majority of these vouchers were issued as
the result of the need to provide vouchers to tenants who were in units where a
landlord had opted out of a housing authority program (including HOPE VI
development). For the HOPE VI developments, the Authority was required to
provide housing for the tenants who were displaced, and issuing Section 8
vouchers was one of the options used to assist in completing this task. In
addition, the Authority’s implementation of the audit recommendations helped in
increasing the number of vouchers used.

Authority’s Justification for
Poor Utilization

The Authority claimed it was not able to fully use its available vouchers because
of the lack of quality housing in the City of Baltimore. The Executive Director
admitted that he could easily lease the units; however, he has adopted a strategy
of issuing additional vouchers only for units that will meet the housing quality
standards. This theory is contrary to how the program was intended to work.
Typically, a voucher is issued, and then the tenant attempts to look for a suitable
unit. In addition, according to the 2000 Census data, there are 42,481 vacant
housing units available in the City of Baltimore, a majority of which represents
rental vacant housing units.

The Authority also said it had hoped to solve its utilization problem by entering
into HUD’s Moving to Work Program. Under this program, the Authority would
be able to keep the funding associated with its unused Section 8 vouchers and use
them to fund other alternative activities. The Authority submitted a proposal to
HUD to enter into the program; however, HUD rejected the proposal due to
incomplete documentation.
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Two Court Consent Decrees
Will Impact the Authority’s
Section 8 Program

As explained above, as of June 2004, the Authority’s base line number of
vouchers is 14,609. However, there are two separate court consent decrees,
Thompson and Bailey that require the Authority to designate a certain portion of
the vouchers for two separate purposes. Under the Thompson Consent Decree,
1,988 vouchers have been set aside to assist households in impacted areas. Under
the Bailey Consent Decree,'? 1,350 vouchers will be set aside for nonelderly
disabled households. According to HUD’s rules, since these 3,338 units have
been set aside by specific court orders, they cannot be used to affect the utilization
of the Authority. Thus, taking these units into account, the Authority has to use
11,271 of its vouchers to be fully utilized. As of June 2004, the Authority has
issued an average of 10,373 vouchers. However, even if we take these units into
account, the Authority has only reached 92 percent utilization, falling short of
HUD’s requirement of 95 percent. Using this data, we estimate that if the
Authority does not fully implement proper management over its Section 8
resources, there will be $5.5 million in funds that could be put to better use.

Other Issues

In our prior review, we also determined the Authority was not properly
accounting for the costs of the units under lease. For the 119 tenants randomly
selected, we reviewed the 118 files the Authority provided for rent comparability
assessments to determine whether the Authority maintained documentation that
clearly supports the cost of the unit was thoroughly analyzed. Our review showed
the Authority did not always analyze the cost of units under lease. Sixty-two files
(53 percent) did not contain a rent comparability assessment. As a result, there
was no assurance that rent paid to owners on behalf of the tenant was reasonable.

Overall, our review of the Authority’s utilization plan and the steps taken from the
time of the 2001 report showed that the Authority has failed to satisfactorily
complete and implement our recommendations. By failing to implement the
recommendations, the Authority lost an opportunity to assist some of the 15,209
families on its waiting list.

12 The Bailey Consent Decree has not taken affect as of September 30, 2004; however, we are including these units
as part of our calculation because they will be used in the future.
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Recommendations

Based on the results of our review, we reopened the following recommendations
from our previous audit report 2001-PH-1003:

Recommendation 1D.  Implement financial system controls and procedures to
ensure books and records are maintained according to HUD requirements and year-
end reports are complete and accurate.

Recommendation 2A. Develop and implement procedures to improve its operation
of the Section 8 Program. The Authority needs to

e Ensure tenant recertifications are performed according to HUD
requirements,

¢ Ensure housing quality standards inspections are performed according to
HUD requirements, and

e Administer its waiting list according to HUD requirements.

Recommendation 3C. Ensure the Authority implements procedures to fully budget
Section 8 resources provided by HUD to assist as many families as possible.

In addition, under this report we recommend the Baltimore Office of Public and
Indian Housing require the Authority to

1A. Develop and implement procedures to ensure unit counts are adjusted
according to the number of months that have passed after the tenant has
moved out and ensure the calculation of the administrative fee is adjusted
accordingly.

1B. Repay or reimburse the Department $5,630 for ineligible administrative
revenue received.

1C. Develop and implement procedures to ensure documentation is maintained
supporting adjustments and deductions.

1D. Implement procedures to ensure timely payment of housing assistance
payments to owners and/or receiving housing authorities.

1E. Repay or reimburse the program a total of $64,800 for ineligible payments

to owners for the period rent should have been abated due to housing quality
standards violations and for the period after tenants were terminated.
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IF. Follow its own policy, or HUD requirements, prohibiting retroactive
payments for the period rent was abated due to housing quality standards
violations and after tenants no longer live in the contracted unit.

We recommend the Baltimore Office of Public and Indian Housing:

1G. Recapture $25.1 million of the $38 million of unused Section 8 funding from
the Authority’s program reserve account.

IH. Routinely monitor the Authority to ensure that it implements a new Section 8
leasing plan to ensure it fully uses its available vouchers by its target date of
fiscal year 2005. By ensuring the Authority implements and continuously
monitors its aggressive leasing plan, we estimated the Authority could put to
better use $5.5 million of Section 8 funding it would receive from HUD in the
next fiscal year.
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SCOPE AND METHODOLOGY

To achieve our review objectives we reviewed
e Applicable laws, regulations, and other HUD program requirements;
e HUD-OIG audit follow-up files;

¢ HUD management files, including the Multifamily Tenants Characteristics System report
and Section 8 Management Assessment Program certification;

e Authority policies and procedures;

e Authority’s program files, including fiscal years 2001, 2002, 2003, and 2004 Year-End
Settlement Statements, and Strategic Leasing Plan;

e Authority’s March 1, 2004, waiting list; and

e Authority’s March 1, 2004, housing assistance payment register, including housing
assistance payment adjustments.

We randomly selected 119 tenants from the Authority’s March 1, 2004, housing assistance
payment register and reviewed the application and ranking sheets, initial income and background
verifications, recertifications, cost comparability assessments, and unit inspection reports to
determine whether the Authority implemented effective procedures to ensure improvement in the
operations of its Section 8 Program.

We also randomly selected 64 applicants from the Authority’s March 1, 2004, waiting list and
reviewed applicants’ files to determine whether the Authority administered the waiting list
according to HUD requirements.

Using the Authority’s fiscal year 2003 Year-End Settlement Statement to HUD, we traced
program receipts and operating expenditures reported to the Authority’s book of accounts and
related records to determine whether they were maintained according to HUD requirements and
whether program receipts and operating expenditures were supported and accurately reported.
We used the Authority’s Year-End Settlement Statement for fiscal year 2003 because the
Authority had not yet submitted a Year-End Settlement Statement to HUD for fiscal year 2004.
When appropriate, we interviewed HUD and Authority officials.

We performed our fieldwork between March and September 2004. The majority of our work
was conducted at the Authority offices located at 417 Fayette Street and 300 Cathedral Street,
both in Baltimore, MD. Our review covered corrective actions taken after we issued our audit
report on March 28, 2001, to June 30, 2004, but was expanded when necessary to include other
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periods. We performed our review in accordance with generally accepted government auditing
standards.

20



INTERNAL CONTROLS

Internal control is an integral component of an organization’s management that provides
reasonable assurance that the following objectives are being achieved:

e Effectiveness and efficiency of operations,
e Reliability of financial reporting, and
e Compliance with applicable laws and regulations.

Internal controls relate to management’s plans, methods, and procedures used to meet its
mission, goals, and objectives. Internal controls include the processes and procedures for
planning, organizing, directing, and controlling program operations. They include the systems
for measuring, reporting, and monitoring program performance.

Relevant Internal Controls

We determined the following internal controls were relevant to our audit objectives:

e Procedures over financial management and reporting
e Procedures for improving program administration

e Procedures over use of program resources

e Procedures over validity and reliability of data

We assessed the relevant controls identified above.
A significant weakness exists if management controls do not provide reasonable

assurance that the process for planning, organizing, directing, and controlling
program operations will meet the organization’s objectives.

Significant Weaknesses

Based on our review, we believe the following items are significant weaknesses:
e The Authority did not have a system in place to ensure books of account and

related records were complete and accurate and in compliance with HUD
requirements (see discussion for re-opening recommendation 1D).
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The Authority did not have an effective system in place to ensure (1) current
participants continued to be eligible for assistance under the program; (2) units
occupied by active tenants met decent, safe, and sanitary standards required by
HUD; and (3) tenants were selected from its waiting list according to HUD
requirements (see discussion for re-opening recommendation 2A, parts 2, 5, and
6).

The Authority did not have an effective system in place to ensure program
resources were used to assist as many families as possible (see discussion for re-
opening recommendation 3C).
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FOLLOW UP ON PRIOR AUDITS

Prior Report Title and Number

This audit is a follow up on a review completed by the Office of Inspector
General of the Housing Authority of Baltimore City Section 8 Certificate and
Voucher Programs, issued on March 28, 2001 (Audit Report 2001-PH-1003).

23



APPENDIXES

Appendix A

SCHEDULE OF QUESTIONED COSTS
AND FUNDS TO BE PUT TO BETTER USE

Recommendation Ineligible 1/ Funds To Be Put

Number to Better Use 2/
1B $ 5,630
1E $ 64,800
1G $25,110,263
1H $ 5,500,000
TOTAL $ 70,430 $30,610,263
1/ Ineligible costs are costs charged to a HUD-financed or HUD-insured program or activity

that the auditor believes are not allowable by law; contract; or Federal, State, or local
polices or regulations.

2/ “Funds to be put to better use” are quantifiable savings that are anticipated to occur if an
OIG recommendation is implemented, resulting in reduced expenditures at a later time
for the activities in question. This includes costs not incurred, deobligation of funds,
withdrawal of interest, reductions in outlays, avoidance of unnecessary expenditures,
loans and guarantees not made, and other savings.
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Appendix B

AUDITEE COMMENTS AND OIG’S EVALUATION

Ref to OIG Evaluation Auditee Comments

BALTIMORE
HOUSING
SARTIN OMALLEY

Myos Dacember 8, 2004
PAL LA LARC
Exevutive Diretor, HADS

Coamt rmanman rvarr, HOAD
Mr. Daniel G. Temmea
Reagional Inspector Ganeral for Audit
US Department of Housing and Urban Development
‘Wanamaker Building, Suite 1005
100 Penn Souare East
Philadelphia, P& 19107

Ra: Commeants on OIG Review
Daar Mr. Temme:

This latber is in response to the Office of Inspecior General's {0IG) review of the
Housing Autharity of Baltimore City (HABC) Section 8 Voucher program, which
was received by my office on November 26, 2004 (the Report). Overall, many of
the O13's conclusions in the Report are derived from dated information related to
activity collected prics to HABC completing a number of program improvements
that hawve already proven successful. As a result, the Report distorts the facls
and does not accurataly portray the current condition of HABC's management of
the Section 8/Housing Choica Vouchar program (the Vaucher programj,

Prior to receipt of this report, the OIG forwarded a draft for HABC review. HABC
submitted comments cn the dralt report in a lefter to you dated November 2,
which ware further discussed al our exit conferance meeting on November &,
2004 ard &l an all day session on Movember 9 with OIG staff, While some
revisions were made, many of e ssues were not addressed In the November
26 fmal version despite the O1G's assurance that it would consider acditional
infarmation provided by HABC, Therelore, this letter and attachments will
respond fully o the Report incluging restating relevant infarmation previcusly
forwarded ta your affice and ientifying eros, distortions and cmissions in the
Repart.

Before we present our detailed response, st me summarnze the fundameantal
facts:
«  Although wa cantinue o stirive for pedection, we have in f&act tumed the
Vedcher program arcund fram that which we inherited.
« Federal policies do not give HABC the flecdbility it needs to address
challanges in the Ballimors Metropolitan housing market.

12

417 East Fapsue Smeet + Daltiooes, M0 2203 « MO Beley 701 = TTY 410=587-0247 * balomoes hondng og
Ty honaking il Ok coalibiid ol of the Howdng Aotherioy of Dabiess Cory sad 0 Baldrasr Cay Dvgparzesn! of Diarg and Coxrmoniny Diesiiepmsae:
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Ref to OIG Evaluation

Auditee Comments

Comment 1

NG Report Responss
December 8, 2004
Page 2 af 5

= HABC is working with the Diepartment of Housing and Urban Development
(HUD} to abtain such flexdbility. This is essential f HABC is 1o lake the
necessary stops to completaly reverse the problems with the use of the
program funds.
Wa sncourags the OIG io recommend the necessary policy changes 1o the
Secrefary.

Lm

reds thia '
Wousher Program

Sheorly after | arrived at HABC, | recaived your office’s March 2001 Audit of the
Voucher program, The 2001 Audit was a scathing review of historical
mismanagement at ihe agency dating back at least a decade prior to the audit. |
aendorsed the findings and recommendations of the auwdit, and immediataly
irmplementad corective action strategies. These strategies have worked as
avidenced by the following:

= The HUD Fiald Office previously closed out all of the findings. In
racognition of the dramatic ard substantial progress made by HABC, the
HUD Maryland State Office, in a letter dated Movembsar 8, 2003, stated:
“This infarms you that this Office and HUD's Ofce of Audit Coordination
have closed Audit Repart Ne. 2001-PH-1003, lssusd March 28, 2001,
ragarding administration of the Section 8 Housing Choice Voucher
Pragram, based upon HABC performancs and successful accomplishment
of the: stated recommendations. | am pleased with the progress you and
your office kave made to reach this milestone.”

+ The new OIG report explicitly acknowledges that HABG has made
substantial progress in improving the Voucher pragram operations.
While | am pleased to node that the QNG repart recognizes the substantial
progress made by HABC, the Report does not go far emough in
acknowdedging all of the improvemants. In the Report's moat imporant
conclusion, the OIG has closed out an earier finding which would have
effectively taken contred of the Housing Choice Voucher Program away
from HABG

+ The evidence of HABC's turmmarcund of the Voucher program is
indisputable. Since 2001, HABC has:

«  Installed a new compiiter system thal autamates all program
functions incluging payments, ingpections and waiting list
management, As yvou will recall, when | amived at HABC there
was ne functioning computer systam.
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Ref to OIG Evaluation

Auditee Comments

Comment 2

OIG Report Response
Decernber §, 2004
Page 3ol 5

*  Provided axlensie traming to stall in the Voucher pragram
regulations and procedunes;

=  |Improved performance in vifually every aspect of program
operations. As evidence of this improvement, HABC's score
under the Section Eight Management Assessment Program
[SEMAR) profocod rose from 4% in 2001 to a passing score of
G4 for Fiscal Year 2004, Further, for the past 10 months HABC
has betterad this score and, for Uhe past 5 months, has been
regarting monhly SEMAP scores of 86% to HUD.

= Achisved & net increasa of more than 3,100 units under lease in
the Wouchar program. During this same pericd, HABC actually
leased up over 5,000 new units including rasidents who chase
to mowe from substandard wnits.

Ha8LC still faces difficulty in fully utilizing its woucher resounces due to Local
Market conditions

HABLC's progress in improving utilization has besn accomplished in the face of
extramely difficult market conditions. This situation is beyond the confrol of
HABC. However, the OIG report paints a distorted view of the Baltimare housing
market. The Reporl states that, according to the 2000 Cansus, there are 42 432
vacant housing units available in Ballimore. In fact, the Census indicates that
only 10,742 are unils that were for renl. The census reflects the fodal rental
market including thase units with rents exceeding FMR levels, with awners who
refuse fo participate in the Voucher program, and Tor which market rate renfers
are competing with woucher holders, In fact, more than 90% of persons in the
rental market are not voucher holders,  The voucher share of the total market
rose from 5.6% in 2000 to 8.3% in 2004 due 1o significant lease up activity in the
Woucher program.

The Report criticizes HABC for *. . issuing addifional vouchers only for wnits that
will mest housing qualty standands™. The Report further statas “This theary is
contrary to how the program s intended to work”™, | strongly disagres with this
assertion which implies that HABC should issue vouchers for units that are nat
decent, ==fe and sanitary. In fact, federal regulation governing the Section B
program require that woucher assistance only be used for unils that meet HUD's
housing quality standards. | would appear that the OIG is advocating thal HABC
viclate HUD regulations by daing business with slumlonds,

Reducing bureaucratic requirements and improving funding flexibility Is
essential to the future of the Voucher program in Baltimore. We will
continue to negotiate with HUD Haadguarters and the Fleld Offics to expand
HABC's autharity similar to that allowed by other FHAS currently paricipating in
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Ref to OIG Evaluation

Auditee Comments

Comment 3

Comment 4

Comment 5

Comment 6

OIG Repaort Responss
Drecembeer 8, 2004
Page 4 of §

the Maving To Work (MTW) demonsiration program. An essential element of this
fleibility involves using availabla Vouchar program resouncas (including the
526.4 millkon discussed below) more cost effectively to address the unique
market conditions in Ballimare and the consent decree reguirements,

HABC strongly disputes the OIG's assertion that program reserves should
be recaptured. References in the Repon to unutilized budget resourcaes and
“recaptures” present an inaccurate view of the regulations, HABC's currenl fiscal
situation and HABC's future liabilities, For exampla, the OIG imples that its
pravious repart resulted in a punitive recapture of 542 million in Voucher program
funds. Recapture af such funds was par of a nationwide, Congressionally
mandated effort to reduce agency resanves, not linked o HABC s adminisiration
of the pragram,

Tha 01G's recommandation far HUD to recapture an additional 326.4 million in
current program reserves compietely ignoras the agency’s (and HUD's) current
and pending liabllites. Two specific current Habilities which will be funded from
tha 5264 millian are 55 milion 1o cover additional leasing activity that has
already occurred in the current fiscal year and an additional $1.3684 million for
HUD approved Thompson consent decree activities (see attachments B and G).
Recaptura of the remaining S20 milkon balance would have a serous defrimental
impact on HABC s ahility to address consent dacres and olher related program
SEricns,

Context of the QG Report

The QG report's failure to explain the conbext of this review or io address the
confesion surrounding the roles of tha OIG and tha HUD Field Office in closing
out audit findings. The OIG Report focuses on a review of actions takan to
address the previous OIG Audit Repart Mo, 2001-PH-1003. Itis HABC's
understanding that the recommendations contained in that Audit wene addressed
1o the HUD Field Office, and that it was incumbeant upon HUD to wark with HABG
1o resalve the awdit findings te HUD's satisfaction. As noted above, the HUD
Field Office has already closed cul thase findings, The new OIG repant virually
ignores the entire history of HABG's work with the HUD Field Office subsequent
to March 2001,

In it entirety, there is exacily one sertence in the drafil report referencing
HABC s three years of effort working with and reporting to tha HUD Field Office.
Mo mentlen is made of the fact that HABC has been acting in good faith under a
HUD approved Corrective Acticn Plan prior to and following complation of the
OIG 2004 raview. There is no discussion of the process by which HUD closed
out the 2001 OIG Audit findings nor is there any referance 1o the content of the
Corrective Action Plans or the SEMAF monthly reports, There is no indication
that the DIG staff conducted discussions with staff from either HUD's Figld Office
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Ref to OIG Evaluation

Auditee Comments

Comment 7

OIG Reporl Response
[recember &, 2004
Page 5of 5

or HUD s Office of Audit Coordingtion to ascertain their rationale for closing out
the 2001 CIG findings.

Further, the isswas raised in the OI1G's most recent report have their basis in
histarical program dehiciencies inharitad fram the prior administration. The
Reporl's focus on ald data and program transactions does not accurately reflact
HABC's current progress. In fact, of the 119 files raviewsd during the O1G review
process, T8 wene for tenants enmolled in the Seclion 8 program prior fo the 01G"s
2001 audit.

Sechion-by-Sedion Besponse

The atlached appendix provides seclicn-by-secion responses 1o the OIG's
report, |0 many instances, HABC has identified factual errors relating ta the file
renview, Where HABC agrees with the finding, proposed comeciive action
strategles are discussed. All of the source documents referenced In this report
are on file at HABC's offices and were available to the QIG,

In conclusion, HABC has made substantial progress despite funding cutbacks, as
well a5 constantly shifting and increasingly cumbersome programmatic
requirements from HUD. Funding to administer the program has besn reduced
by SH00,000 since January 2004, whils new program requirements have made
the Woucher program maore expensive and complicated to administer.

As s consistant with the HUD 011G Handbook and Govemment Suditing
Standards, HABC anticipatas that its enfire response to this audit, including all
appendices, will be included in the inal audid repaort.

HABC stalf and | will be available to discuss these isswes with you andfor the
HUD Figld Ofice staff ag necded, In closing, let me realliom my commitmaent 1o
working with HUD and the OI1G to achieve excellence in the administration of
HABGC's Seclion &Housing Choice Voucher program operalions,

carely,

Faul T. Graziano
Executive Director

Attachments
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Ref to OIG Evaluation

Auditee Comments

Attachment A
Housing Authority of Baltimore City
Technical Response to Office of Inspector General Review of the Section 8 Program
December 8, 2004
The US Department of Housing and Urban Development (HUD) Office of Inspector General’s (O1G) performed a review of the Housing
Authority of Baltimore City (HABC) Section § Voucher program, which was received by HABC on November 26, 2004. The following is a
technical response to the review prepared by HABC:
| Section/Page Reference | OIG Comment HABC Response i
ighlights, p.2. “The Authority has not yet full HABC is in receipt of a letter from the HUD Fie ice
Comment 5 Hightights,p implemented :;i key Olém y dated November E, 2003 which states, “This informs you that
recommendations” (for OIG 2001-PH-1003 | this Office and HUD's Office of Audit Coordination have
Audit Report) closed Audit Report No., 2001-PH-1003 issued March 28,
2001, regarding administration of the Section 8 Housing
Voucher ngram. bmd upon HABC performance ami
it of the stated rec 5.
HABC concurs with this field office assessment.
Highlights, p.Z__ “We no longer believe adminisirative HABC concurs in this assessment.
sanctions need to be imposed on the
| ) Authority."” _ .
Comment 3 Highlights, p. 2-3 and “....for the 3-year period beginning in fiscal | HABC calls attention to thc_Fact that it is an entirely normal
Results, p.7 year 2001 and ending in fiscal year 2003, administrative practice and is a part of a nationwide,
the Authority’s average annual budget | Congressionally mandated effort to reduce agency reserves,
utilization rate was only at the 80 percent Virtually every large Housing Authority in the country has had
level. Further, in Fiscal Year 2002, HUD funds recaptured through this process.
recaptured $42 million of unused Section 8
funds...” S
Highlights, p.3 *,,.since then (Fiscal Year 2002), another | $18 million of the $38 million must be setaside lor the
Comment 4 $38 million of unused Section 8 funds has | following HUD approved expenses:
accrued to the Authority’s program reserve «  $6.1 million - Quadel to administer Thompson consent
account.” decree vouchers
*  $1.4 million - other Thompson consent decree activities
. SS 5 million - one month of HAP reserves consistent
L with program regul
Attachment A
| « 35 million — amendment to HABC’s FY05 Section 8
| budget for increased leasing
1
[ The balance of $20 million must be reserved for liabilities
related to the td and other p needs.
Highlights, p.3 and - \\: also recommend that HUD HARC strongly di with this dation. ITABC
Comment 4 Rec lation, p. 19 liately $26.4 million of the  believes that its current reserve incorporates contingent
| 338 rmlilum in the Authority’s reserve liabilities that are allowable under OMB Circular A-87 and
| account.. HUD regulnhons l-url!le' HUIJ‘s inclusion of these funds in
its fi i is tent with generally accepted
accounting principles which ™., requires the loss (probable
contingent hability) to be accrued and indicated in the body of
the financial statements_.." The $26.4 million in question
should be reduced to 520 million (as discussed above) and this
I amount is only a small portion of the liabilitics associated with
| Bailey and Thompson consent decrees.
Comment 8 ' Highlights, p.3 and “We also foum.‘.l tl"tc Autharity incurred HABC disagt_ccs with both the finding and the
Recommendations, p.18 | $70,364 of ineligible costs...(We also recommendation. HABC has researched all of the payments
recommend that HUD)......require the | cited by the O1G and dcl{rnnnod that: 1) 564,734 of the total is
Authority to repay or reimk the prog allowahle under existing regulations and, 2) these payments
for the $70,364 of ineligible expenses we are consistent with sound administrative practices. See |
| identified from the audit.” discussion below related to page 10 of the Report.
Highlights, p. 3 and “Further, if the Authority fully implements | HABC disy this The Report icl
Comment 9 R b ? ions, p.19 | the dati \:: ti pil could | absolutely no basis in fact for this assc?t.:gn.l Further, HABC
put more than $35.5 million to betier use notes that it has steadily increased the number of households
each year by providing eligible families served by the program. During the period in question, more
| with housing opporiunities.” than 3,106 net additional low-income households were served
by the Voucher program.
Highlights, p.3 and “...to ensure the Authority continues to HABC notes that the HUD Field Office has provided intensive |
| Recommendations, p.19 | make progress in improving the review and monitoring of HABC's Voucher program
administration of its Section program by upcralmm for the past three years. While program |
) impl ing the ining ive fees have been cut by $S600,000 since January ‘
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Ref to OIG Evaluation

Comment 10

Comment 11

Auditee Comments

Attachment A
recommendations, we recommend that 2004, HABC has been the object of numerous intensive
HUD routinely monitor the Authority’s | program reviews including SEMAF confirmatory reviews,
program operations.” Rental Integrity Monitoring reviews, TPA Audits and this OIG
review. All of these reviews require an enormous amount of
staff resources to prepare for and respond to in a thorough
manner. Finally, HABC notes that its staff is in constant
contact with the HUD Field Office. This includes submission
of monthly SEMAP and Corrective Action Plan reports,
Results, p.8 “Administrative Revenue Was Not HABC notes that the amount in question ($5,630) represents
{ Calculated Correctly - During our review, less than one tenth of one percent of the Authority’s total
we noted the Authority has developed and | annual administrative budget. HABC has established a year
implemented procedures for caleulating end reconciliation procedure to validate that all administrative
administrative revenues, However, it lacks | revenues are appropriate including ensuring that administrative
procedures to ensure that administrative T are not billed for tenants who have left the program.
revenue is adjusted when a tenant moves
out of the program.” -
Results, p.9 “Payments Made Contrary to HUD HABC disagrees with these as they are not

Requirements and Authority Policy™
“The Authority Did Not Make Prompt
Housing Assistance Payment to Owners
When Due™™

“,..0f the 25 adjustments reviewed, we
found 10 (40 percent) were one-time
retroactive adjustments for housing
assistance payments to owners. These
payments were made as late as 4 to 31
months after they were due,”

supported by the facts. HABC has made enormous strides in
ensuring timely payments to owners and in fact nearly all are
now paid timely. The HAP payment period in question (March
2004) totaled over $5 million in payments to 3,014 owners and
more than 10,000 units. Only 2 of the files reviewed were for
retroactive initial payments for units new to the program. The
other paymenls represent retroactive rent increases and other
adjustments. The OIG reference to payments “as late as 4 to
31 months” refers to exactly 1 retroactive payment made for a
31-month period. HABC agrees that this is an excessive
period of time for an owner lo wait for a rent increase.
However, it does not contradict any regulation. It is a normal
and standard practice for agencies to reconcile and make
adjustments to owner accounts as needed.

HABC believes that this is an invalid analysis:
* Auditor uses a non-random sample: the 25 largest

Attachment A

adjustments. Bascd on this sample, one cannot make a
Iy valid ion on the level of “non-
prompt payments.”

+ The anditer inconsistently moves back and forth
between money paid and number of adjustments.

« Even if one uses the auditor’s flawed methodology,
over 98% of all HAP payments for March 1, 2004 were
made in a manner which would appear to be
acceplable.

Results, p.10

*“The Authority Retroactively Paid owners
for the Abated Period and While Tenants
were Terminated -... We found nine
adjustments totaling 542,591 were
retroactively paid to owners for the period
when a unit did not comply with housing
quality standards... We also noted five
adjustments totaling §22,143 were
retroactively paid to owners for the period
the tenant was terminated from the program
to the time was subsequently rei 1.

HABC disagrees with this finding and recommendation.

+  HABC’s review of the nine files related to retroactive
adjustments for units that had previously failed HQS indicate
that the Associate Deputy Director determined the effective
abatement end dates based on reviews of individual cases.
Appropriate adjustments were made consistent with these
determinations. HABC will amend its administrative plan to
indicate: “Wotwithstanding the above, on a case-by-case basis,
and when in the interest of the Authonity, the Associate Deputy
Director for Section 8, or designee, has discretionary authority

| Results, p. 11
!
|
|

“Documentation Supporting. Tenant
Recertifications Was Not Maintained -
...for these 118 files, 13 files did not
contain tenant recertifications, and 73 files
did not have initial income or background
verifications. As a result, for 73 percent of

tod ine and impl t the effective abatement end date.
Documents delineating and supporting the rationale for such
action shall be maintained.”

e In the case of the five reinstatements, all of these cases
involve reversals of terminations based on a review of’
evidence of continued pancy, Tt HAP payments
made by HABC were appropriate and consistent with HUD
regulations and agency policy.

HABC acknowledges problems associated with files predating
the original 2001 OIG audit. The OIG report did not specify
which specific files had problems; however, it should be noted
that 79 of the 119 files sampled originated prior 1o the 2001
OIG audit. HABC sees no useful purpose in trying to obtain
recertifications or income verification for past periods,
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Ref to OIG Evaluation Auditee Comments

Comment 7

Comment 12

Comment 13

Comment 14

Comment 15

Comment 16
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Ref to OIG Evaluation

Auditee Comments

Attachment B
HABC - Section 8 Voucher

Program Reserve Utilization
For Fiscal Year Ending 6/30/05

Based on May-July 2003 data
HUD funding units - average
Annual HUD funding units
HABC Projected lease-up - average
HABC Projected lease-up - annual
Difference - Units to be funded by Program Reserves

HUD's Adjusted Average HAP @ $535.15
HUD's Administrative Fee @ $46.95

Additional costs to be funded by Program Reserves

10,240
122,876
10,956
131,475
8,599

$4,601,755
$403,723

$5,005,478

units

units

units

units

units
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Auditee Comments

Ref to OIG Evaluation

Aftachment C

U.S. Depariment of Housing and Urban Development

‘wENTq.,
B, 0 A W
10 South Howard Street, 5th Floor

% n“e Baltimore, MD 2120}-2528

October 30, 2002 ' ~ ECEIVE D

Mr. Paul T. Graziano . _ Hov 1e
E ive Di ER' .
H’:::csfmg eD thrzcn:gm_mmm - s_POMMiSSIUNtR S OFFICE

417 East Fayette Street
Baltimore, MD 21201

Dear Mr. Graziano:
Subject: Conversion of Unused Voucher Funds for Other Purposes in Cunnecﬁon with the
Thompson v. HUD Partial Consent Decree

This letter serves to inform you that HUD is authorizing the use of $1,364,000 for other
purposes related to the Thompson v. HUD Partial Consent Decree (Thompson). In a letter dated
October 4, 2002, HUD made available, through HABC’s annual contributions contract program
reserves, up to $6,172,380 to fund the performance-based contract between HABC and Quadel.
The additional authorization of $1,364,000 will assist HABC in the provision of post-placement
and other related services to families. In previous discussions with HABC, other proposed uses
for these funds were noted, e.g. transportation assistance, homebuyer down payment assistance,
Jjob linkage, and community relations. To ensure that the proposed uses are eligible Section 8
costs, HABC is required to submit a budget with pmposcd work items within 30 days of the date -

of this letter. )
It is hoped that this additional provision of funds in support of the Thompson litigation

will assist the authority in meeting the requirements of the Decree.- Should there be any
questions concerning this matter, please feel free to contact me at (410) 962-2520, ext. 3012.

Bill Tamburrino
Director
Baltimore Public Housing Program Hub

ce:
Lyle Schumann

http:fwww. hud govflocalbalfindex him!

34



OIG Evaluation of Auditee Comments

Comment 1

As of September 2003, the HUD Field Office did indeed close out all of the OIG
recommendations related to the findings from our previous audit report that was issued in March
2001. However, the purpose in completing a Corrective Action Verification on significant audit
recommendations is to verify whether the action taken by the Department and the Authority

actually corrected the deficiencies to justify closing the findings. This is done in accordance
with HUD Handbook 2000.06, REV-3.

Comment 2

The Authority is misconstruing the issue. The OIG simply stated that under the program,
vouchers are issued to eligible households who then try to locate suitable units that meet HUD’s
housing quality standards. Further, the Authority’s statement that the OIG is advocating the
Authority violate HUD regulations by doing business with slumlords is entirely inappropriate
and is made only to sidetrack the real issue related to why the Authority has not been more
aggressive in leasing-up its remaining vouchers. In one meeting with the OIG, the Executive
Director of the Authority specifically stated that the Authority could easily lease-up all
remaining units if they wanted to; however, they deliberately chose not to issue the remaining
vouchers because they had made an application to HUD to participate in a number of alternative
programs, such as the Moving to Work Demonstration Program. Under this program, the
Authority would be allowed retain any unused Section 8 funds to fund alternative activities.

Comment 3

Congress has agreed to recapture any unused funds. However, if the Authority had properly
administered the program then these funds would not have been available for recapture.

Comment 4

Upon review of the additional documentation, we adjusted the report to take into account the
additional $1.36 million. As for the $5 million discussed in the Authority’s response, this
appears to be a projection of what funds would be needed if all units are leased during fiscal year
2005. However, the Authority is now required to manage the Housing Choice Voucher Program
under the new HUD guidelines enacted in 2004. Under these new guidelines, the Authority
receives funding for actual units currently under lease; for any additional leases issued during the
year, the Authority would need to request these funds from HUD. Thus, under these new
requirements the maximum amount of funds allowed to be maintained in the Authority’s reserve
account is what would be needed for one month’s housing assistance payment costs.
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Comment 5

As explained in Comment #1, the OIG conducted a Corrective Action Verification to determine
if the Authority had actually taken appropriate action to support the HUD Field Office’s decision
to close out the recommendations we made in the previous report.

Comment 6

Throughout the report, we acknowledge the Authority has, and continues to make progress in
improving the administration of the Housing Choice Voucher Program and thus, we did not
recommend administrative sanctions be imposed on the Authority. However, as we point out in
this report, it has taken the Authority more than 3 years to implement many of the improvements
it had made thus far, and the Authority still has a number of remaining issues to address.

Comment 7

Although we acknowledge that many of the files we reviewed related to tenants who were
enrolled in the program prior to 2001, we contend that as long as the tenant remains enrolled
under the program, the Authority has the responsibility to perform an annual re-examination of
the tenant’s continuing eligibility and to perform annual housing quality standard inspections of
the units occupied by the tenant. Documents supporting that these responsibilities are
completed must be included in the tenant’s files. However, our review of the tenant files showed
they were not always properly updated.

Comment 8

We disagree with the Authority’s position. Our review of the established criteria clearly shows
that the questioned expenditures were ineligible. As stated in the report, the questioned costs
relate to paying landlords for homes that do not meet housing quality standards. This is clearly a
violation of the Authority’s own policy and HUD requirements.

Comment 9

As stated in the report, if the Authority properly administers the Housing Choice Program, then
approximately $5.5 million in funds would be available for eligible families.

Comment 10
Our intention in selecting the 25 adjustments was not to conduct a statistical sample that could be
projected. Instead, we wanted to determine if deficiencies noted under the previous audit are still

taking place. The information as presented in the report is accurate as to what was found for the
25 items selected.
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Comment 11

The Authority’s policy in place at the time of our review was not to retroactively pay landlords
when the units failed inspections. In addition, the Authority’s files did not contain any
documentation to support the justification for these adjustments. The Authority has the right to
adjust its administrative policies, however, HUD must approve these policies prior to
implementing these changes.

Comment 12

In addition to testing the older data under the 119 files, we also tested 64 current applicants
awaiting entry into the Housing Choice Voucher Program. Our review of the current applicants
showed that the problems within the management of the Authority’s waiting list still exist.

Comment 13

Our calculation of 393 vouchers was based upon the Authority’s records submitted to HUD.
We do not know how the Authority came up with their estimate.

Comment 14

We acknowledge the Authority’s statement that the utilization rate is not a regulatory
requirement, and as such deleted the word “requirements” from the report.

Comment 15

Although the Authority has several reasons as to why the utilization rate has not increased over
time, we question whether any attempt was made to aggressively lease-up the units. The leasing
schedule we reviewed during our review demonstrates that the Authority did not develop a plan
until April 2004. In fact, if it not for the Court Consent Decrees the Authority would not even be
at a 90 percent utilization rate.

Comment 16
In the report, we acknowledge the Authority has issued over 3,321 vouchers from 2001 to 2004.
However, it should be noted a significant number of these vouchers were issued to accommodate

public housing tenants who were displaced when the Authority imploded a number of projects
under its HOPE VI Program.
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